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Abstract 
 
Tax avoidance costs economies worldwide, including South Africa, millions of dollars. The 
most recent measure established to curb tax avoidance, is the introduction of tax as a corporate 
governance consideration. King IV obliges governing bodies to design and implement tax 
policies that are responsible, transparent and compliant, but does not provide guidance on the 
understanding or formulation thereof. It is imperative for organisations operating in South 
Africa to understand tax as a corporate governance consideration as JSE listed companies are 
required to report on the extent to which they comply with the prevailing King Report. 
Furthermore, failure to adhere to generally accepted corporate governance principles may in 
certain instances invoke legal liability. The purpose of this study is to assist organisations in 
the design and implementation of a responsible, transparent and compliant tax policy by: 
 
 Acquiring an understanding of responsibility, transparency and compliance in relation to 
tax. This was achieved through a literature review which included explaining and 
simplifying these terms as defined King IV; and subsequently applying definitions and 
concepts found in OECD and UN documentation, academic articles, articles published by 
experts from leading audit and law firms and online tax forums, to confer meaning to 
responsibility, transparency and compliance within the realm of tax. 
 Determining elements which organisations may include within its tax policy to demonstrate 
responsibility, transparency and compliance. These elements were identified using a 
content analysis method which involved collecting and analysing relevant data. This data, 
together with the definitions previously outlined, were used to make inferences regarding 
elements that demonstrate responsibility, transparency and compliance. 
 
An organisation which incorporates tax as part of its corporate governance essentially 
undertakes to act with a duty of care, ethically and compliantly in relation to taxes; such 
organisation is highly unlikely to engage in harmful tax practices. The introduction of tax as a 
corporate governance consideration therefore effectively serves to curb tax avoidance. 
 
Keywords:  
King IV, tax policy, corporate governance, tax avoidance, tax responsibility, transparency and 
compliance   
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CHAPTER 1: INTRODUCTION  
 
1.1 Background to the study 
 
1.1.1 The spotlight on tax 
 
The infamous Panama Papers and the more recent Paradise Papers which exposed the illicit 
tax regimes of corporate organisations, politicians, entrepreneurs, kings and criminals enraged 
the global community (Zaidi, Wang, Ahmad & Ping, 2017: 18). This, in conjunction with a 
decade of headlining billion-dollar tax avoidance scandals by household brands such as Apple, 
McDonalds, Amazon, Facebook, Google and Starbucks (Vandenhende, 2017: 16), has 
intensified the focus on tax for governments, revenue authorities, non-governmental 
organisations (NGOs), human rights activists, shareholders, investors, employees, consumers, 
media houses and the public at large  collectively referred to as stakeholders.  
 
A study conducted by the Tax Justice Network revealed that globally, an estimated USD 500 
billion is lost per annum as a result of tax avoidance by Multinational Enterprises (MNEs) 
(Cobham & Janský, 2017: 21). The study, which also examined tax losses per jurisdiction, 
found that in South Africa alone, there is an estimated annual loss of USD 5.83 billion as a 
result of tax avoidance (Cobham & Janský, 2017: 26). 
 
Various measures have been proposed by international bodies such as the Organisation for 
Economic Co-operation and Development (OECD) and the United Nations (UN) to tackle tax 
avoidance. In addition to these measures, governments worldwide, in conjunction with revenue 
authorities and other regulatory arms of state, have designed and implemented other unique 
mechanisms to combat tax avoidance.  
 
South Africa has been at the forefront of implementing measures to combat tax avoidance. 
OECD recommendations on issues such as transfer pricing and Country-by-Country Reporting 
(CbCR), have been ordained by National Treasury and are enforced by the South African 
Revenue Service (SARS). The most recent and ground-breaking anti-avoidance measure is the 
introduction of tax as a corporate governance consideration in the latest edition of the 
King Report on Corporate Governance for South Africa (hereafter ‘King Report’ or ‘King’). 
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1.1.2 The introduction of tax as a corporate governance consideration in South Africa 
 
The King IV Report on Corporate Governance for South Africa 2016 (King IV), as its 
predecessors, can be described as a voluntary code of principles and practices that relate to the 
governance of organisations operating in South Africa (IoDSA, 2016: 35). King IV charges 
organisations with a duty of care towards the ‘triple context’ in which they operate, namely, 
the economy, the environment and society as a whole (IoDSA, 2016: 3-4). In carrying out this 
duty, King IV recognises that tax has become a complex matter with various dimensions and 
confers responsibility on governing bodies of organisations to design and implement tax 
policies which not only ensures compliance with relevant tax laws, but are also transparent and 
congruent with the principles of responsible corporate citizenship (IoDSA, 2016: 32).  
 
The primary role of a governing body is to determine the strategic direction of an organisation 
and to steer it towards the achievement thereof. The management of an organisation, which is 
typically more closely connected to the operations of the organisation, is responsible for the 
formulation and implementation of policies which give effect to the envisaged strategy. Overall 
accountability for an organisations policies remain with its governing body, who must approve 
and oversee organisational policies (IoDSA, 2016: 21). 
 
The introduction of tax as a corporate government consideration, requires the managerial arm 
of organisations operating in South Africa to formulate and implement responsible, transparent 
and compliant tax policies, in conjunction with governing bodies; who are responsible for 
developing the organisations tax strategy and overseeing the implementation and realisation of 
its tax policy. 
 
The introduction of tax as a corporate governance consideration has resulted in a significant 
shift in the tax landscape of South Africa, which has moved away from a traditional compliance 
environment toward a tax ethics (Botha, 2016: para.1). Ethical conduct in relation to tax centres 
around the correct payment of taxes due, compliance with tax laws, as well as honesty in 
relation to tax (Berkowitz, 2003: 44, Ngoepe, 2016:4, Jackson, 2013:7, du Chenne, 2018:6). 
This shift is on par with global trends (Terblanche, n.d.: para.2). 
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1.1.3 The application of King IV 
 
The principles and practices of corporate governance are expressed in general terms, intended 
to be scaled down and applied to an organisation according to relevance and proportionality. 
King acknowledges that a rigid set of corporate governance rules should be avoided in order to 
avoid corporate governance becoming a mindless compliance exercise for governing bodies. It 
is envisaged that governing bodies apply thought to tailor the best governance practices to their 
organisations (IoDSA, 2016: 35). Therefore, although King IV confers a responsibility on 
governing bodies to design and implement a tax policy that is responsible, transparent and 
compliant, no further guidance is provided. 
 
1.1.4 The importance of complying with King IV 
 
Organisations are not statutorily obliged to comply with the principles of corporate governance. 
However, companies listed on the Johannesburg Stock Exchange (JSE) are required to report 
on the extent to which they comply with the prevailing King Report (JSE, n.d.: 55-57). 
Furthermore, despite organisations not being legally bound to comply with King, non-
compliance may nevertheless result in legal liability for failing to adhere to practices which are 
accepted as generally prevailing (Muswaka, 2013: 35). For example, when determining 
whether an appropriate standard of conduct has been adopted by persons charged with 
governance, a court may consider the principles established in King as practice generally 
prevailing and failure to comply, may invoke legal liability. This is described as a hybrid 
system of corporate governance (Shango & van Wyk, 2016: para.3). King IV is effective for 
the financial years beginning on or after 1 April 2017. It is therefore imperative for 
organisations operating in South Africa, especially companies listed on the JSE, to understand 
tax within the realm of corporate governance. 
 
1.2 The research approach  
 
1.2.1 Research problem 
 
The following research problem has been identified in this study:  
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 No guidance is provided on the understanding or formulation of a 
responsible, transparent and compliant tax policy, as required by King IV. 
 
1.2.2 Research objectives 
 
The objective of this study is to assist organisations operating in South Africa to design and 
implement tax policies which are responsible, transparent and compliant as envisaged in 
King IV. In order to achieve the desired objective, this study aims to: 
 
 Obtain an understanding of responsibility, transparency and compliance within the 
sphere of tax. 
 Determine elements that may be formulated within an organisation’s tax policy which 
demonstrate responsibility, transparency and compliance. 
 
1.2.3  Research questions  
 
King IV does not provide guidance on the understanding or formulation of a responsible, 
transparent and compliant tax policy. Resultantly, the following research questions were 
articulated to address the research objectives:  
 
i. What is a responsibility, transparency and compliance in relation to tax? 
ii. How can an organisation demonstrate responsibility, transparency and compliance 
within its tax policy? 
 
1.3 The research design and methodology  
 
This section describes the appropriate research design and methodology adopted to answer the 
research questions and realise the research objectives.  
 
1.3.1 Research paradigm 
 
A research paradigm may be described as a set of common beliefs and agreements shared 
among scientists about how problems should be understood and addressed (Kuhn, 1962).  
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There are four paradigms that are relative to research, namely, pragmatism, positivism, realism 
and interpretivism (Saunders, Lewis & Thornhill, 2007). This study used an interpretivist 
paradigm, which endeavours to make sense of the data collected (Saunders et al., 2007) 
furthermore, to understand and describe it (Mouton, 2011).  
 
1.3.2  Research methodology 
 
A qualitative mode of inquiry, which uses textual as opposed to numeric data, was used in this 
study. In terms of this method, textual data is collected, analysed and interpreted to produce a 
simplified, explanatory report. In this study, textual data was collected, analysed and 
interpreted in order provide guidance to organisations operating in South Africa in the 
understanding and formulation of responsible, transparent and compliant tax policies as 
required by King IV. 
 
1.3.3 Sources of data 
 
The following literature sources were used in this study:  
 
 The King IV Report. 
 OECD and UN documentation. 
 Academic articles from peer-reviewed journals. 
 Articles published by experts from leading audit and law firms. 
 Articles published by online tax forums. 
 
1.3.4 Research design 
 
This study aims to assist organisations in the design and implementation of tax policies which 
are responsible, transparent and compliant as envisaged in King IV. In order to achieve the 
desired objective, this study intends to: 
 Obtain an understanding of responsibility, transparency and compliance in relation to 
tax. 
 Identify elements that an organisation may include within its tax policy which 
demonstrate responsibility, transparency and compliance. 
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The understanding of responsibility, transparency and compliance in relation to tax, was 
determined using a literature review. Collis & Hussey (2009: 3) define a literature review as a 
systematic and methodical process of enquiry undertaken with the purpose of increasing 
knowledge. According to Creswell (2003: 30), a literature review method is applied fill gaps 
in knowledge and extend prior studies. In this study, the literature review process included 
simplifying and explaining the terms responsibility, transparency and compliance as defined in 
King IV. And subsequently expanding these definitions, from sources outlined in paragraph 
1.3.3, to confer meaning to responsibility, transparency and compliance within the sphere of 
tax.  
 
The elements that an organisation may include within its tax policy which demonstrate 
responsibility, transparency and compliance were identified using a content analysis. A content 
analysis systematically collects and analyses data in order to make inferences (North, 
Zaninovich & Zinnes, 1963). Krippendorff (1980: 21) describes this process as making logical 
inferences within a relevant context.  
 
Data relevant to responsibility, transparency and compliance in relation to tax was collected 
from sources outlined in paragraph 1.3.3 and analysed. This comprised of studies relative to 
taxpayer behaviour undertaken by academics, observations in tax practices noted by leading 
accounting and law firms, best practice findings by international bodies as well as experiences 
reported by revenue authorities. This data, together with the definitions outlined previously, 
were utilities to make inferences regarding elements that an organisation may include within 
its tax policy to demonstrate that it is responsible, transparent and compliant. 
 
1.3.5 Reliability and validity 
 
The validity and reliability of the research and the conclusions were ensured by:  
 
 The use of credible sources. 
 The frequency of concepts from which inferences were drawn. 
 The rules of interpretation, that is, words were assigned their literal or grammatical 
meaning unless they were ambiguous, misleading or if a strict literal interpretation 
would yield an absurd result. 
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1.3.6  Ethical considerations 
 
Only properly referenced documentary data in the public domain was used. All opinions were 
cited as such. 
 
1.4 The importance of the study  
 
The introduction of tax as a corporate governance consideration and anti-avoidance measures 
is ground-breaking. King IV has spurred boardroom debates and is dynamically altering the 
way in which tax is thought about and reported on in South Africa.  
 
The study endeavours to provide an understanding of tax as a corporate responsibility 
consideration for purposes of complying with King IV. Furthermore, it seeks to curb tax 
avoidance. This level of advancement in the tax domain may serve as an illustration to the 
global community. 
 
1.5  Limitations of the study  
 
This study does not include the following aspects:  
  
 Detailed commentary on the OECD’s Base Erosion and Profit Shifting (BEPS) 
initiative. 
 Detailed commentary on CbCR requirements developed by the OECD and SARS. 
 Detailed commentary on transfer pricing and the Arm’s Length Principle (ALP). 
 Detailed commentary relating to tax risk management. 
 Detailed commentary on co-operative compliance. 
 Commentary on the Automatic Exchange of Information (AEOI) and Common 
Reporting Standard (CRS). 
 Commentary on issues such as foreign legislation, papers, standards and policy on tax 
avoidance or corporate governance.   
 Commentary on specific sectors of industry cited in the King IV Report.  
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The elements identified and described as a manifestation of a responsible, transparent and 
compliant tax policy were subject to the following limitations:  
 
 The elements are intended as a guide to assist organisations in formulating and 
implementing a responsible, transparent and compliant tax policy as envisaged in 
King IV. 
 King IV does not mandate a minimum level of compliance; consequently, the nature 
and extent of the elements employed by organisations may differ significantly from one 
organisation to another.  
 It is envisaged that the elements identified may be altered in accordance with specific 
organisational requisites (Knuutinen & Pietiläinen, 2017: 143). 
 The list of elements identified is not exhaustive. 
 
1.6 Overview of chapters  
 
Chapter 1: Introduction  
 
In Chapter 1, King IV was introduced as the latest measure introduced to curb tax avoidance 
in South Africa. The background, problem statement, objectives, research design and 
methodologies were briefly discussed.  
 
Chapter 2: Responsible tax policy 
 
In Chapter 2, the corporate responsibility within the sphere of tax is analysed. Furthermore, 
elements which demonstrate responsibility within a tax policy are identified and described. 
 
Chapter 3: Transparent tax policy 
 
In Chapter 3, the concept of tax transparency is defined and elements which demonstrate 
transparency within a tax policy are identified and described. 
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Chapter 4: Compliant tax policy 
 
In Chapter 4, the concept of tax compliance in relation to corporate governance is explained 
and elements which demonstrate compliance within a tax policy are identified and described. 
 
Chapter 5: Conclusion 
 
Chapter 5 concludes the study with a synopsis of responsibility, transparency and compliance 
in relation to tax. The elements which may be included within a tax policy to demonstrate 
responsibility, transparency and compliance as envisaged in King IV are also summarised. The 
study comes to a close with concluding remarks and recommendations for future studies.  
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2 CHAPTER 2: RESPONSIBLE TAX POLICY 
 
2.1 Introduction 
 
In the first chapter, King IV was introduced as the most recent measure established to curb tax 
avoidance in South Africa. The research problem, objectives and research questions were 
presented. The research design and methodology were then outlined. The importance of the 
study and its limitations were explained. Finally, each chapter was briefly summarised.  
 
Chapter 2 defines and describes a responsible tax policy as envisaged in King IV. The objective 
of this chapter, as no guidance on the understanding or formulation of a responsible tax policy 
is provided in King IV, is to assist organisations in the design and implementation a responsible 
tax policy by:  
 
 Analysing definitions and concepts in order to obtain an understanding of tax within 
the context of corporate responsibility.  
 Identifying and describing elements which demonstrate responsibility in a tax policy. 
 
The process used to define and describe a responsible tax policy is detailed in paragraph 1.3.4. 
 
2.2 Understanding tax within the context of corporate responsibility 
 
2.2.1 Defining corporate responsibility 
  
Corporate responsibility is defined in King IV (IoDSA, 2016: 11) as the recognition that an 
organisation is accepted as a juristic person which forms part of the society in which it operates 
and as such, is afforded rights as well as responsibilities. These responsibilities include an 
obligation on organisations, to act with a duty of care towards the triple context in which they 
operate (IoDSA, 2016: 4). The triple context consists of: 
 
 The environment: This refers to the physical or external surrounding of an 
organisation (Oxford English Dictionary Online, 2011). 
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 The economy: This refers to the manner in which the material resources of a group of 
people are managed and administered (Oxford English Dictionary Online, 2008). 
 Society: This refers to the broader community which an organisation form part of 
including internal (i.e. employees, shareholders) and external (i.e. consumers, media) 
stakeholders (IoDSA, 2016: 17). 
 
Corporate responsibility therefore refers to the reciprocal duty owed by organisations to its 
physical surroundings, government authorities who manage and administer the material 
resources of the countries in which the organisation operates, as well as the people on whom 
the organisation has an impact. Davis, Guenther, Krull, & Williams (2016: 49) describe 
corporate responsibility as voluntary actions taken by organisations to improve environmental, 
economic and social conditions. However, despite its voluntary nature it is an imperative 
consideration as stakeholder opinion on whether or not an organisation is responsible, 
positively or negatively effects its financial performance. This warrants a shift in the way an 
organisations success is measured, from a purely balance sheet to a financial, social, 
environmental, and ethical perspective (Dartnall, Kleyn & van Zweel, 2017: para.4) 
 
2.2.2 Defining tax within the context of corporate responsibility  
 
In order to understand tax within the context of corporate responsibility, it is necessary to 
examine the role of tax within the triple context. Taxes collected are invested by governments 
into strengthening and developing the economy, environment and society as a whole. Taxes 
are used to provide essential public services such as healthcare, education and infrastructure 
(Knuutinen & Pietiläinen, 2017: 137). Boerrild, Kohonen and Sarin (2015: 3) further explain 
that taxes supply governments with the funding necessary to ensure:  
 
 A peaceful and stable society. 
 A functioning transport network. 
 Power systems. 
 An educated, gender-balanced, healthy and productive workforce. 
 A prosperous economy. 
 A strong consumer base with purchasing power.  
 
12 
 
Organisations are dependent on the investment of taxes into the triple context to ensure a strong 
and stable economy, a well-developed environment, a healthy, educated population etc. which 
is necessary for it effectively undertake its business activities. Thus, organisations directly and 
indirectly benefit from taxes (Bird & Davis-Nozemack, 2018: 1010). Imprudent behaviour by 
organisations in relation to taxes may jeopardise revenue collection and deprive governments 
of funding (Boerrild et al., 2015: 11). It is for these reasons that tax is considered part of an 
organisation’s corporate responsibility (Knuutinen & Pietiläinen, 2017: 138).  
 
Tax within the context of corporate responsibility means that an organisation, recognised as a 
member of society and beneficiary of taxes invested by the government into the triple context 
in which it exists, has a reciprocal duty to act responsibly in relation to taxes.  
 
2.3 Elements of a responsible tax policy 
 
Elements which exemplify a responsible tax policy are identified and described in the following 
sub-sections. These elements are subject to the limitations outlined in section 1.5 above. 
 
2.3.1 A commitment to comply with tax laws 
 
Stakeholders are primarily concerned with whether or not organisations pay their fair share of 
taxes. This is predominantly monitored by an organisation’s adherence to tax laws, rules and 
regulations (Huseynov & Klamm, 2012: 806). Tax legislation is the foundation of any effective 
tax system as it outlines tax obligations and ensures compliance by imposing sanctions for non-
compliance (Bird & Davis-Nozemack, 2018: 1011). Non-compliance may result in the 
depletion of necessary funding and the ultimate collapse of society. This phenomenon may 
occur as a result of a decrease in voluntary compliance by taxpayers who perceive other 
members of society as not paying their fair share of taxes (Bird & Davis-Nozemack, 2018: 
1015). Therefore, the minimum requirement of corporate responsibility in relation to tax is 
compliance with the tax legislation of the jurisdiction in which the organisation operates 
(Knuutinen & Pietiläinen, 2017: 142). Corporate responsibility, within the sphere of tax, means 
with paying the right amount of tax to the right country at the right time (Christensen, 2016: 
para.1). A commitment to comply with the tax laws of the jurisdictions in which an organisation 
operates is a manifestation of a responsible tax policy.  
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2.3.2  The denunciation of the use of tax avoidance structures 
 
In the enlightened post-Panama/Paradise papers era, the differentiation between tax evasion 
and tax avoidance has become irrelevant (Hardyment, Truesdale & Tuffrey, 2011: 2). Tax 
evasion refers to the illegal non-payment or underpayment of tax, which may result in the 
imposition of a fine or imprisonment. Tax avoidance, on the other hand, is the legal exploitation 
of tax laws to the advantage of taxpayers, who structure their financial affairs in a manner 
which artificially reduces the amount of tax payable (The Commissioners of Inland Revenue 
v. Duke of Westminster, 1935). Despite the legality of tax avoidance mechanisms, avoiding 
taxes may have a negative and potentially detrimental effect on the reputation and financial 
position of an organisation (Hardyment et al., 2011: 2). The reasons for this are as follows:  
 
 Tax avoidance results in shifting the tax burden to others in society to make up for 
losses in revenue collections (Lavermicocca & Quilter, 2017: 743). 
 Stakeholders view organisations which engage in aggressive tax practices unfavourably 
since these organisations are seen as not contributing their fair share of taxes (Lanis & 
Grant, 2012: 87). 
 Organisations which readily utilise public resources while simultaneously engaging in 
complex tax avoidance schemes represent unethical and irresponsible corporate 
behaviour which is inconsistent with the organisation’s obligations towards the society 
in which it operates (Bird & Davis-Nozemack, 2018: 1010).  
 Tax avoidance deprives governments of the funding necessary for the effective 
functioning of society (Huseynov & Klamm, 2012: 804). As noted previously, funds 
collected from taxes are used by governments to provide essential public services 
within the triple context (Knuutinen & Pietiläinen, 2017: 137). A continuous shortfall 
in revenue collection from tax avoidance may result in significant and potentially 
irrecoverable losses to society as a whole (Lanis & Grant, 2012: 87).  
 
Studies have indicated that weak corporate governance in organisations facilitates tax 
avoidance. The following measures have been proven to curb tax avoidance:  
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 Organisations that are required to make some level of corporate governance disclosures 
are less likely to engage in aggressive tax practices (Huseynov & Klamm, 2012: 805, 
Lanis & Grant, 2012: 105).  
 Increased external monitoring of an organisation by stakeholders has resulted in lower 
levels of tax avoidance (Jiménez-Angueira, 2018: 20).  
 Organisations with more stringent disclosure requirements are more likely to direct 
their systems and processes towards the well-being of society as a whole (Lanis & 
Grant, 2012: 87). 
 
The denunciation of aggressive tax avoidance strategies and the introduction of tax disclosure 
requirements in an organisation exemplifies responsible tax policy.  
 
2.3.3 Cognisance of the impact decisions and operations may have on human rights 
 
The Task Force on Illicit Financial Flows, Poverty and Human Rights, which was 
commissioned by the International Bar Association’s Human Rights Institute, revealed that 
abusive tax practices which deprive governments of funding contribute to poverty and, by 
extension, to the violation of human rights (International Bar Association, 2013: 147). Human 
rights are the fundamental, inalienable and universal rights that belong to each person 
(International Bar Association, 2013: 96). The responsibilities of an organisation, as a 
recognised member of the society in which it operates, implies the responsibility to respect 
human rights throughout its business operations.  
 
Organisations must be cognisant that their tax behaviour in relation to investments, operations, 
structuring, employment, accounting, sales, sourcing and financing may have an impact on 
human rights (Bird & Davis-Nozemack, 2018: 1020, Lanis & Grant, 2012: 89). Organisations 
perceived to engage in tax practices that are harmful to human rights may invoke hostility from 
stakeholders. This could result in reputational and financial damage (Lanis & Grant, 2012: 90).  
 
A tax policy which considers the impact of its decisions and operations on human rights reflects 
a responsible tax policy. 
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2.3.4 Ensuring tax policies and practices are sustainable 
 
The introduction of tax as a corporate responsibility consideration has resulted in a shift away 
from traditional tax compliance (Botha, 2016: para.1). There has been a change in corporate 
culture from profit maximisation to long-term sustainability. It has therefore become 
incumbent on organisations to operate in a manner which will ensure that current needs do not 
infringe on the rights of future generations (Bird & Davis-Nozemack, 2018: 1011). Responsible 
corporate governance requires an organisation to acknowledge its presence as part of the 
society in which it operates and to be cognisant of its responsibilities  not only towards current 
stakeholders but to future stakeholders as well (Shango & van Wyk, 2016: 2).  
 
In addressing their responsibilities, it is not sufficient for organisations to simply not engage 
harmful tax practices; they also need to ensure that their tax practices and policies are 
sustainable. A tax policy that is conscientious of the needs of future generations is regarded as 
sustainable and a manifestation of a responsible tax policy. 
 
2.3.5 Taking a proactive approach toward tax risk management 
 
Historically, tax has been a retrospective consideration that has been dealt with in the event of 
conflict arising between organisations and revenue authorities. In the migration of tax from a 
compliance to a corporate responsibility consideration, organisations are required to depart 
from a reactive tax approach to a more proactive tax risk management approach (Botha, 2016). 
Jansen van Rensburg (2012: 1) notes that tax risks may be broadly defined as uncertainty in 
relation to the following:  
 
 The interpretation and application of tax laws, rules and regulations.  
 Systems used within the tax function of organisations. 
 
In order to progress to a proactive approach, it is important for organisations to develop a tax 
risk management framework. The development of a tax risk management framework involves 
identifying specific tax risks which an organisation may be susceptible to as a result of 
uncertain tax laws as well as risks within the systems used by the organisation.  
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It also requires organisations to introduce measures to mitigate against those risks (Bird & 
Davis-Nozemack, 2018: 1017). Organisations that do not have a comprehensive and 
documented tax risk management framework are considered to be a higher risk and may be 
subjected to closer scrutiny by revenue authorities (Lavermicocca & Quilter, 2017: 746). The 
inclusion of a tax risk management and mitigation strategy is a manifestation of a proactive 
and responsible tax policy. 
 
2.3.6 Ensuring ethical tax conduct  
 
According to Coffee (1981: 1), an organisation has “no soul to damn nor body to kick”. An 
organisation is a juristic person without independent thought or action and therefore acts 
through its people, or more specifically, its governing body, directors, management and 
operational staff. It is important for an organisation to adopt a code of ethics which 
distinguishes right from wrong, and to which all members of the organisation must adhere 
(Knuutinen & Pietiläinen, 2017: 138).  
 
Ethical tax behaviour includes:  
 
 Ensuring that the tax decisions of the organisation are made with cognisance of the 
impact they may have on stakeholders (Bird & Davis-Nozemack, 2018: 1011). 
 Consideration of the non-financial impacts of tax decisions (Bird & Davis-Nozemack, 
2018: 1013). 
 Compliance with not only the letter of the law, but with the spirit of the relevant tax 
laws (Knuutinen & Pietiläinen, 2017: 139).  
 Despite the ultimate goal of increasing shareholder wealth, the minimisation of tax 
expenses should not be limited to such an extent that the organisation is seen to act 
unethically by not paying the government the taxes due (Huseynov & Klamm, 2012: 
804).  
 
The policies of an organisation have a significant influence on its actions, thus an ethical code 
of conduct in relation to tax behaviour is a critical component of a responsible tax policy 
(Lavermicocca & Quilter, 2017: 755). 
 
17 
 
2.3.7 Ensuring accountability for unethical and aggressive tax behaviour 
 
It is essential to inculcate a culture of integrity and ethical behaviour within an organisation 
(Bird & Davis-Nozemack, 2018: 1017). To deter from unethical and aggressive tax behaviour, 
a responsible tax policy may provide for:   
 
 Accountability for individuals who act unethically or aggressively in relation to taxes 
(Lavermicocca & Quilter, 2017: 746). 
 Incentivising responsible practices (Armstrong, Blouin, Jagolinzer & Larcker, 2015: 
15, Minnick & Noga, 2010: 703). 
 
2.3.8 Providing protection for the disclosure of harmful tax practices 
 
Secrecy is a necessary concomitant of tax avoidance (Bird & Davis-Nozemack, 2018: 1012). 
Consequently, it is paramount for organisations to provide protection to individuals who 
divulge information about harmful tax practices. A charter protecting whistle-blowers who 
disclose information on unethical tax practices may be adopted as an element of a responsible 
tax policy (UN, 2016: para.14). 
 
2.3.9 Allowing for collaboration with revenue authorities 
 
In an effort to reduce tax avoidance, the OECD has developed a framework on co-operative 
compliance, which recommends that revenue authorities should develop a relationship of trust 
and co-operation with taxpayers. It is envisaged that a co-operative relationship will enhance 
compliance and reduce costs for revenue authorities and taxpayers (OECD, 2013: 73-84).  
 
Bird and Davis-Nozemack (2018: 1015) state that collaboration is beneficial for both taxpayers 
and revenue authorities as common interpretations and understandings are established, which 
creates certainty between the parties, and resultantly reduces:  
 
 The cost of enforcement by revenue authorities as less extensive audits (and 
consequently resources) are required.  
 The cost of monitoring by revenue authorities as there is a reduction in the number of 
queries received from taxpayers.  
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 The costs of disputes for revenue authorities and taxpayers, for example, legal fees and 
judicial costs.  
 The fees expended by organisations to understand and implement complex tax laws.  
 The cost of compliance by taxpayers as certainty reduces the risk of liability for 
penalties as well as the ancillary costs of time spent by staff on tax matters. 
 
The provision of information, intelligence and commentary from businesses to revenue 
authorities and vice versa may assist in establishing a mutual relationship of trust between the 
parties (OECD, 2009: 9). An organisation should promote a co-operative relationship with 
revenue authorities by allowing communication, in its effort to demonstrate responsibility 
within its tax policy. 
 
2.4 Conclusion 
 
Tax within the context of corporate responsibility means that an organisation which is 
recognised as a member of society that directly and indirectly benefits from taxes invested by 
government in the triple context in which it exists, has a reciprocal duty to act responsibly in 
relation to taxes. The elements identified and described in this chapter, essentially ensure that 
organisations act with a duty of care in respect of taxes.  
 
King IV obliges governing bodies to design and implement tax policies which are not only 
congruent with responsible corporate citizenship, but are also transparent and compliant. In the 
following chapter, the requirement of transparency will be discussed.  
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CHAPTER 3: TRANSPARENT TAX POLICY 
 
3.1 Introduction 
 
The previous chapter discussed the obligation conferred on governing bodies by King IV to 
design and implement responsible tax policies. The purpose of Chapter 2 was to assist 
organisations in carrying out this obligation by explicating the concept of tax within the context 
of corporate responsibility and by identifying and describing elements which reflect a 
responsible tax policy.  
 
Chapter 3 defines and describes a transparent tax policy as envisaged in King IV. The objective 
of this chapter, as no guidance on the understanding or formulation of a responsible tax policy 
is provided in King IV, is to assist organisations in the design and implementation a transparent 
tax policy by:  
  
 Analysing definitions and concepts in order to obtain an understanding of tax 
transparency.  
 Identifying and describing elements which demonstrate transparency within a tax 
policy. 
 
The process used to define and describe a transparent tax policy is detailed in paragraph 1.3.4. 
 
3.2 Understanding tax transparency 
 
3.2.1. Defining transparency 
 
Transparency is defined in King IV (IoDSA, 2016: 18) as: 
 
“[t]he unambiguous and truthful exercise of accountability such that decision-making 
processes and business activities, outputs and outcomes (both positive and negative) are easily 
able to be discerned and compared with ethical standards”.  
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The clear and truthful exercise of accountability necessitates that an organisation disclose its 
strategies, practices and results in a manner which allows stakeholders to measure it against 
ethical benchmarks. Disclosure is defined in the Oxford English Dictionary (Oxford English 
Dictionary Online, 2013) as “[t]he action of making new or secret information known”. It is 
important to note that organisations are not required to divulge sensitive information such as 
trade secrets, personal or confidential information in the interests of transparency (Kaye, 2016: 
1192). Therefore, governing bodies need not disclose business information that is sensitive or 
confidential in its endeavour to achieve transparency. This should not, however, be construed 
as condoning the omission of disclosures which are relevant, but which may reflect 
unfavourably on the organisation. 
 
In summary, transparency can be defined as the clear and truthful disclosure of an 
organisation’s decision-making processes (i.e. strategies), business activities (i.e. practices) 
and outcomes (i.e. results) in a manner that enables stakeholders to measure the organisation 
against ethical standards. 
 
3.2.2. Defining tax transparency 
 
In the latter part of the 20th century, cross-border business increased exponentially and 
implicitly brought with it tax avoidance schemes amounting to billions of US dollars (Ring, 
2017: 175). A lack of transparency has been implicated in aiding tax avoidance (Bird & Davis-
Nozemack, 2018: 1012). This has led to an increased demand for tax transparency in 
organisations from a wide range of stakeholders (Kaye, 2016: 1198; Pross, Kerfs, Hondius & 
Housden, 2017: 16).  
 
Transparency in relation to tax refers to the clear and truthful disclosure of an organisation’s 
tax strategies, tax practices and tax results in a manner that enables stakeholders to measure the 
organisation against ethical tax standards (IoDSA, 2016: 18). Ethics is indispensable to 
transparency, and is defined in King IV as having consideration of right versus wrong (IoDSA, 
2016: 12). Ethical conduct in relation to tax centres around the correct payment of taxes due, 
compliance with tax laws, as well as honesty in relation to tax (Berkowitz, 2003: 44, Ngoepe, 
2016:4, Jackson, 2013:7, du Chenne, 2018:6). An organisation must be honest and open in 
respect of its tax strategies, practices and results as well as demonstrate that it has paid its fair 
share of taxes to enables stakeholders to measure the organisation against ethical tax standards. 
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The era of carrying on business without fear of being publicly shamed for tax decisions has 
come to an abrupt end. The internet, social media and other technological advances have made 
it possible for almost anyone to speedily and harmfully sensationalise the unethical tax 
practices of organisations (Manzano & Pinamont, 2014: 25). It is in the best interests of 
organisations to make meaningful tax disclosures. Neglecting to do so may leave an 
organisation vulnerable to hype, sensationalism, misinformation and misperceptions, which 
could have a detrimental financial and reputational impact on its business (Cabezas, 2014: 185).  
 
3.3 Elements of a transparent tax policy 
 
Elements that exemplify a transparent tax policy are identified and described in the sub-sections 
below. These elements are subject to the limitations outlined in section 1.5 above. 
 
3.3.1. Disclosure of a tax policy 
 
King IV requires an organisation’s tax policy to be formally documented and communicated. 
However, the discretion to determine where tax-related disclosures are made and the frequency 
of such disclosures is granted to the governing body of the organisation (IoDSA, 2016: 32). A 
tax policy outlines an organisation’s overall approach to taxation (Bird & Davis-Nozemack, 
2018: 1018). In identifying which elements an organisation should disclose, the relevance of 
the element in relation to the organisation must be weighed against the availability of 
information and the administrative burden and costs associated with disclosing it (Ernst & 
Young, 2016: 18). 
 
An organisation may disclose tax matters in its Annual Financial Statements (AFS), in a 
dedicated tax report, as part of the organisation’s integrated reports, in a sustainability report, 
in a social or ethical committee report, or in any other online or printed format. It is 
recommended that tax disclosures be updated at least annually (Shango & van Wyk, 2016: 4) 
All tax-related disclosures must be factually accurate, clear, easy to understand and relevant to 
stakeholders of the organisation. It is recommended that disclosures consider the interests of 
as many categories of stakeholders as reasonably possible (Lanis & Grant, 2012: 87).The 
disclosure of an organisation’s tax policy containing its tax strategies, practices and results in 
a manner which allows stakeholders to measure the organisation against ethical tax standards, 
is indispensable in a transparent tax policy as required in King IV. 
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3.3.2.  Disclosure of the total tax contribution 
 
The total tax contribution refers to the disclosure of the aggregate amount of all taxes paid and 
taxes collected by an organisation on behalf of revenue authorities (Packman, 2016: 1). Total 
tax contribution disclosures are on par with global reporting trends, which require organisations 
to disclose all taxes paid and collected (Bird & Davis-Nozemack, 2018: 1018). AFS are the 
primary method of communication used by organisations to convey information to 
stakeholders (Mulyadi & Anwar, 2015: 363). Currently, most organisations in South Africa 
only disclose tax information that is required for financial reporting purposes such as normal 
tax paid, deferred tax assets and/or liabilities, Value-Added Tax (VAT) and foreign taxes. In 
addition to the above, organisations contribute to society via the payment of many other taxes 
and furthermore collect and administer taxes on behalf of revenue authorities. According to the 
SARS (2019g), these taxes include:  
 
 Air passenger tax, customs duty, dividends tax, donations tax, excise duty, mineral and 
petroleum royalties, Pay-As-You-Earn (PAYE), skills development levy, stamp duty, 
transfer duty, unemployment insurance fund, fuel levy and withholding tax. 
 
Transparency in relation to an organisation’s total tax contribution allows stakeholders to 
understand the overall economic contribution made by the organisation to society through taxes 
(Cabezas, 2014: 179; Lavermicocca & Quilter, 2017: 742).  
 
3.3.3. Disclosure of taxes borne and collected 
 
While the total tax contribution refers to the disclosure of the aggregate amount of all taxes 
paid by an organisation, in the furtherance of transparency, organisations may disclose the 
differentiation between taxes borne and taxes that the organisation administers or collects on 
behalf of revenue authorities (Packman, 2016: 1).  
 
 Taxes borne are all taxes that are levied directly on an organisation such as income tax, 
turnover tax and donations tax. 
 Taxes collected refers to all taxes collected by organisations on behalf of revenue 
authorities including PAYE and output tax charged on sales. 
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An organisation that discloses the difference between taxes borne and taxes collected not only 
demonstrates its commitment to paying taxes, but also proves its dedication to directing its 
resources towards the administration and collection of taxes on behalf of revenue authorities 
(Cabezas, 2014,184).  
 
3.3.4. Disclosure of the effective tax rate and reconciliation thereof 
 
In South Africa, the nominal corporate income tax rate is statutorily imposed. This rate has 
been levied at 28% for the last five years (SARS, 2019f). However, small business corporations 
as defined in section 12E the Income Tax Act No. 58 of 1962 (ITA), are taxed on a sliding 
scale as opposed to the nominal tax rate. The effective tax rate is calculated as a percentage 
that reflects the amount of corporate income tax an organisation has paid over the amount of 
net income attributable to that entity for a given tax year (Cabezas, 2014: 187). In other words, 
the effective tax rate refers to the percentage of profit that is needed for an organisation to settle 
its corporate tax liability (Jiménez-Angueira, 2018: 7).  
 
The International Financial Reporting Standards (IFRS) and the International Accounting 
Standards Board (IASB) particularly International Accounting Standards (IAS) 12 Income 
Taxes, requires organisations to disclose their effective tax rate for financial reporting purposes 
(IASB, 2019). Organisations are also required to reconcile the effective tax rate with the 
nominal tax rate and explain any differences. Differences between the nominal and effective 
tax do not necessarily indicate tax avoidance. Variances occur as a result of differences in the 
tax and accounting treatment of certain transactions. These differences may be temporary (i.e. 
timing differences) or permanent in nature and include the following transactions:  
 
 Foreign sales, tax allowances, tax exempt income, tax credits, deferral of income 
recognition, deductions, incentives and exclusions which may be granted by 
governments for economic and financial stimulation (Lanis & Grant, 2012: 91).  
 
Should an organisation’s effective tax rate be less than the corresponding statutory tax rate 
without sufficient explanation (i.e. temporary and permanent differences), it may signal tax 
avoidance, or more specifically unlawful deductions and/or an understatement of taxable 
income (Jiménez-Angueira, 2018: 7). 
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The disclosure of an organisation’s effective tax rate and reconciliation thereof with the 
nominal tax rate per jurisdiction, allows stakeholders to understand how much corporate 
income tax an organisation actually pays to governments and to determine if these amounts are 
reasonable (Cabezas, 2014: 191).  
 
3.3.5. Disclosure of an organisation’s CbCR 
 
According to the OECD, the BEPS framework is a measure in which over 100 jurisdictions 
work together to tackle harmful tax practices and the irreparable harm they cause to economies 
throughout the world (OECD, 2019). The BEPS framework defines 15 actions which equip 
governments to combat tax avoidance. BEPS action point 13 contains a CbCR template, 
intended to ensure that the profits of MNEs are taxed in the jurisdiction in which the economic 
activities generating such profits are performed and where value is factually created. Based on 
the OECD template, the following categories of information (per jurisdiction in which the 
organisation is operational) should be disclosed within a CbCR (OECD, 2015: 6):  
 
 Revenue, profit or loss before income tax, cash tax, current year accruals, stated capital, 
accumulated earnings, number of employees and tangible assets. 
 
In terms of South African tax rules, MNEs with a consolidated group revenue of R10 billion 
are obliged to file CbCR with SARS (RSA, 2016b: 28-36). However, in the interests of 
transparency, it is recommended that even MNEs below this threshold should make the relevant 
CbCR disclosures. The disclosure of the extent of an organisation’s international operations 
and the corresponding tax obligations in each jurisdiction will allow stakeholders to compare 
the organisation’s operations with its global tax footprint. This permits stakeholders to 
determine whether an organisation is paying its fair share of taxes and is acting ethically 
(Knuutinen & Pietiläinen, 2017: 144).  
 
3.3.6. Disclosure of a transfer pricing policy 
 
Transfer pricing refers to the rules and methods for pricing transactions between enterprises in 
different tax jurisdictions, which are under common ownership or control (OECD, 2015: 15). 
This process of allocating costs and overheads between related entities is highly subjective.  
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Profits may be shifted by maximising expenses in high tax jurisdictions and increasing income 
in low tax jurisdictions. Therefore, transfer pricing is susceptible to abuse. It is further subject 
to vulnerability because it is difficult and costly for regulatory authorities to detect (Sikka & 
Willmott, 2010: 342-343). 
 
Cross-border transactions between related parties is governed in terms of section 31 of the ITA 
and is required to be at arm’s length. In terms of this section, taxpayers are obliged to 
substantiate the transfer price and allows for adjustments to be made if transactions are found 
not to be in accordance with the ALP. Organisations in South Africa are mandated to retain 
specific records, books of account and/or documents where the cross-border related party 
transactions exceed R100 million in aggregate, as well as in respect of affected transactions as 
defined in section 31 of the ITA, which exceeds or is reasonably expected to exceed R5 million. 
Qualifying organisations are required to retain detailed records relating to their structure and 
operations as well as their transactions (RSA, 2016a: 120-124). 
 
In addition, where cross-border transactions between related parties exceed R100 million, a 
master file and local file must be submitted to SARS within 12 months of the financial year-
end of the organisation (RSA, 2017: 76-78). The contents of these files, which broadly follow 
the guidance set out in BEPS action point 13, are briefly summarised below (SARS, 2017: 19-
20):   
 
Master file requirements:  
 
 A diagram of the organisational structure illustrating the ownership and geographical 
location of the operating entities in the organisation. 
 A detailed description of the business activities of the organisation. 
 An outline of the organisation’s strategy for the development. 
 The ownership of intangibles including the location of the principal research and 
development facilities. 
 An explanation of the organisation’s intercompany financial activities. 
 A summary of the organisation’s financial and tax position. 
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Local file requirements:  
 
 Details of the local entity, describing its management structure, business activities, 
strategies and competitors. 
 Details of the local entities cross-border transactions with related entities, describing 
the transactions, amounts paid and received in respect of such transactions, the identity 
and relationship between parties, intercompany agreements. 
 A detailed comparability and functional analysis. 
 An indication of the most appropriate transfer pricing method including important 
assumptions made and reasons therefore which support the ALP conclusion. 
 Details regarding the local entity’s financial information. 
 
Organisations involved in cross-border transactions with related parties, despite not meeting 
the legislated monetary threshold, may disclose the elements outlined in the master and local 
files, in the interest of transparency. These disclosures provide stakeholders with insight into 
the group structure, cross-border transactions with related parties and the rationale of the 
transfer price. This demonstrates an organisation’s commitment to paying the correct amount 
of tax in the jurisdiction in which value is created (Bird & Davis-Nozemack, 2018: 1018).  
 
3.3.7.  Disclosure of foreign tax incentive schemes or preferential tax regimes 
 
The LuxLeaks comprises 548 private tax rulings issued between 2002 and 2010. These rulings 
were issued by Luxemburg’s tax authorities to approximately 340 clients of the global audit 
firm, PricewaterhouseCoopers (PwC). The rulings detailed complex financial and legal 
structures intended to extend tax savings to MNEs (Kaye, 2016: 1153).  
 
Tax rulings are not intrinsically problematic as they may be used to clarify how taxes are 
calculated and/or how specialised provisions are applied. However, it becomes problematic 
when granted on a preferential basis, providing tax savings to certain taxpayers and/or if tax 
rulings result in the deprivation of taxes rightfully payable in other jurisdictions. This 
compromises the sustainability of other jurisdictions and disrupts the fair playing field between 
businesses and their competitors (Kaye, 2016: 1185-1186).  
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Tax rulings issued to MNEs with operations in South Africa may lead to the shifting of profits 
from South Africa to other jurisdictions. This further results in a reduction of taxes properly 
payable in South Africa and erodes the national tax base. If taxes payable by MNEs operating 
in South Africa are reduced as result of preferential tax rulings, the level playing field between 
organisations will be disturbed, which may be detrimental to South African businesses. In order 
to counter this, BEPS action point 5 on harmful tax practices recommends disclosure of any 
preferential tax regimes or tax rulings to ensure that their application does not result in base 
erosion or profit shifting (Pross et al., 2017: 20). Kaye (2016: 1191-1192) notes that the 
following information in relation to preferential tax regimes should be disclosed:  
 
 The taxpayer and group of companies to which it belongs. 
 A summary of the ruling’s contents.  
 A description of the relevant business activities or transactions. 
 The transfer price, if applicable. 
 The identification of other jurisdictions affected by the ruling. 
 The identification of other legal entities affected by the ruling. 
 
According to Bird and Davis-Nozemack (2018: 1018), the following information may also be 
relevant in relation to any preferential tax regime applied by an organisation:  
 
 The estimated tax savings. 
 Any conditions attached to the incentive or benefit. 
 The likelihood of the incentive or benefit being lost.  
 
This disclosure is in line with developed global reporting standards, which require 
organisations to disclose any financial assistance received from government sources, including 
tax credits and other tax relief (Bird & Davis-Nozemack, 2018: 1018). Disclosure relating to 
the application of any preferential tax regime is imperative for the protection of the tax base 
(Ring, 2017: 184). 
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3.3.8. Disclosure of beneficial ownership 
 
Tax avoidance is extended when MNEs exploit complex multinational group structures, 
offshore assets and trusts to artificially shift profits from the beneficial owners of the profits to 
low tax jurisdictions. In response, the disclosure of group structures and beneficial ownership 
of assets is necessary (Ring, 2017: 185). In South Africa, the concept of beneficial ownership 
is relevant to dividend tax principles, but to date, has not been considered by a South African 
court. In a Canadian court case (Prévost Car Inc. v Her Majesty the Queen), it was held that 
beneficial ownership is determined with reference to the following:  
 
 The use and enjoyment of benefits. 
 Possession or control.  
 Assumption of risk. 
 
This disclosure will allow stakeholders to determine what offshore entities are beneficially 
owned by the organisation and further determine where such profits should be taxed.  
 
3.3.9. Disclosure of tax-related proceedings and penalties 
 
Tax related legal proceedings may expose stakeholders to alleviated risk. The Financial 
Accountability and Corporate Transparency Coalition (FACT Coalition) recommends that all 
tax-related legal proceedings, regardless of whether or not such matters are material to the 
financial position of the organisation, be disclosed in order to achieve a transparent tax policy 
(2018: 25). It is further recommended that organisations disclose all tax-related penalties, paid 
or payable, at international, national and local levels (Bird & Davis-Nozemack, 2018: 1018).  
 
The disclosure of an organisation’s tax-related legal proceedings and penalties allows 
stakeholders to determine the tax risk associated with the organisation and if the organisation 
was involved in improper tax transactions.  
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3.3.10. Disclosure of auditor-provided tax services 
 
The provision of external tax services impacts an organisation’s tax decisions and practices. 
Organisations often turn to their auditors for tax advice, due to their in-depth financial 
knowledge of their business operations. However, the provision of tax advice by the auditors 
of an organisation may impair their independence. In order to avoid this, Huseynov and Klamm 
(2012: 805-806) suggest that any tax services provided by auditors should be approved by the 
organisation’s audit committee. An organisation may further disclose its approval process for 
auditor-provided tax services as well as details of approved services in the interests of 
transparency and audit independence. 
 
3.4 Conclusion 
 
Tax transparency is defined as the clear and truthful disclosure of an organisation’s tax 
strategies, practices and results in a manner that enables stakeholders to measure the 
organisation’s tax policies against ethical tax standards. The elements identified and described 
in this chapter demonstrate ethical tax values by ensuring organisations pay its fair share of 
taxes and is honest regarding its tax strategies, practices and results.  
 
King IV confers an obligation on governing bodies to formulate and implement tax policies, 
which are not only congruent with the principles of responsible corporate citizenship and 
transparency, but which are also compliant with tax laws, rules and regulations. In the 
following chapter, the requirement of compliance is discussed.  
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CHAPTER 4: COMPLIANT TAX POLICY 
 
4.1 Introduction 
 
Chapter 3 discussed the obligation conferred on governing bodies by King IV to design and 
implement transparent tax policies in organisations. The purpose of the chapter was to assist 
organisations in complying with this obligation by acquiring an understanding of tax 
transparency as well as identifying and describing elements, which may be included in a tax 
policy, to demonstrate transparency. 
 
Chapter 4 defines and describes a compliant tax policy as envisaged in King IV. The objective 
of this chapter, as no guidance on the understanding or formulation of a responsible tax policy 
is provided in King IV, is to assist organisations in the design and implementation a compliant 
tax policy by:  
 
 Analysing definitions and concepts in order to obtain an understanding compliance in 
relation to tax. 
 Identifying and describing elements which demonstrate tax compliance. 
 
The process used to define and describe a compliant tax policy is detailed in paragraph 1.3.4. 
 
4.2 Understanding tax compliance 
 
4.2.1. Defining compliance 
 
Compliance is defined in the Oxford English Dictionary (Oxford English Dictionary Online, 
1989) as: “Acting in accordance with” or “consenting to act in conformity with”. 
 
Compliance is explained in King IV (IoDSA, 2016: 30) as the obligation placed on governing 
bodies to ensure that organisations:  
 
 Act in accordance with applicable laws as well as non-binding rules, codes and 
standards.  
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 Understand laws, non-binding rules, codes and standards, how they relate to each other 
and to principles of corporate governance. 
 Continually monitor the regulatory environment so as to ensure the response to 
developments is adequate.  
 
4.2.2. Defining tax compliance 
 
In accordance with the definition of compliance outlined above, compliance in relation to tax 
refers to the obligation conferred on governing bodies to formulate tax policies which ensure 
that organisations:  
 
 Act in accordance with tax laws as well as any relevant non-binding rules, codes and 
standards.  
 Understand tax laws, non-binding rules, codes and standards as well as how they relate 
to each other and to principles of corporate governance.  
 Continually monitor tax laws, rules, codes and standards, and efficiently and effectively 
respond to changes. 
 
The following examples of tax laws, non-binding rules, codes and standards are applicable 
within a South African context:  
 
 Primary enacted legislation such as the ITA, Tax Administration Act No. 28 of 2011 
(TAA), Securities Transfer Tax Act No. 25 of 2007, Mineral and Petroleum Resources 
Royalty Act No. 28 of 2008, Skills Development Levies Act No. 9 of 1999, Transfer 
Duty Act No. 40 of 1949, Unemployment Insurance Contributions Act No. 4 of 2002 
and Value-Added Tax Act No. 89 of 1991 (SARS, 2019d). 
 Secondary legislation such as any regulation, proclamation, government notice or rule 
issued in terms of any act of parliament published in the Government Gazette in terms 
of section 103 of the TAA (SARS, 2019e). 
 International tax agreements and treaties such as Double Taxation Agreements (DTAs) 
and Protocols, Air and Sea Agreements, Estate Duty Agreements, Exchange of 
Information Agreements, Trade Agreements etc. entered into between South Africa and 
other tax jurisdictions (SARS, 2019b). 
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 Advanced tax rulings, interpretation notes, published binding rulings, practice notes 
and general notes issued by SARS, which provide guidance on the interpretation of tax 
laws in connection with complex tax issues (SARS, 2019c). 
 Tax-related judgements issued by the tax court, high court, supreme court of appeal and 
constitutional court (SARS, 2019a). 
 
4.3 Elements of a compliant tax policy 
 
In this section, elements demonstrating a compliant tax policy are discussed. The elements 
identified and described are subject to the limitations set out in section 1.5. 
 
4.3.1. An undertaking to comply with tax laws, rules, codes and standards 
 
Taxes must be paid when and to the extent required by the law (Knuutinen & Pietiläinen, 2017: 
140). Tax legislation outlines the obligations with which taxpayers are required to conform and 
imposes sanctions for non-compliance (Bird & Davis-Nozemack, 2018: 1011). An undertaking 
by an organisation to act in accordance with tax laws as well as any relevant non-binding rules, 
codes and standards forms the premise of a compliant tax policy.  
 
4.3.2. Allowing for the employment of tax resources and consultation with tax experts 
 
The minimum requirement for appropriate tax behaviour is conformity with tax laws, non-
binding rules, codes and standards. Organisations must employ persons who have the 
necessary tax knowledge in order to carry out this obligation (Remali, Satar, Mamad, Abidin 
& Zainuddin, 2018: 20). A compliant tax policy must afford staff the opportunity to participate 
in tax training. This not only ensures that the organisation acts in accordance with tax laws but 
assist the organisations in discharging its obligation to respond to changes in the regulatory 
environment on a continual basis. 
 
Consultation with tax specialists may be necessary to ensure that tax laws, non-binding rules, 
codes and standards are understood and complied with and that any changes are adequately 
responded to (Knuutinen & Pietiläinen, 2017: 144). Tax practitioners are required to be 
registered with a recognised controlling body in terms of Chapter 18 of the TAA.  
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Any tax advice rendered by the organisation’s auditors must be approved by its audit 
committee and disclosed in the interest of transparency and auditor independence (Huseynov 
& Klamm, 2012: 805-806). 
 
4.3.3. Having consideration of the financial and reputational impact of non-compliance 
 
In order to ensure an organisation acts in accordance with tax laws, non-binding rules, codes 
and standards, its tax policy may require business decisions to be made with due consideration 
of the financial impact (i.e. the imposition of penalties and levying of interest) and the 
reputational impact of non-compliance. Financial penalties and reputational harm may serve as 
deterrents for non-compliance (Gemmell & Ratto, 2018: 578). Therefore, a tax policy which 
ensures that decisions are taken with due consideration of the financial and reputational impact 
of non-compliance is demonstrative of a compliant tax policy. 
 
4.3.4. Ensuring accountability for non-compliance 
 
To further ensure conformity, an organisation’s tax policy may provide for internal 
accountability mechanisms to dissuade individuals from contravening tax laws, non-binding 
rules, codes and standards (Romanus, 2018: 21). Accountability can be considered as an 
element of a compliant tax policy (Lavermicocca & Quilter, 2017: 746). 
 
4.3.5.  Ensuring compliance with the letter and spirit of the law 
 
Bird and Davis-Nozemack (2018: 1018) state that compliance does not only include adherence 
to the letter of the law, but also to the spirit of the law. While the letter of the law refers to the 
actual wording of the law, the spirit of the law alludes to the purpose for which the law was 
enacted (Knuutinen & Pietiläinen, 2017: 143). In order to enhance an organisation’s 
understanding of tax laws, non-binding rules, codes and standards, a compliant tax policy may 
require the organisation to not only consider the wording, but the purpose for which laws, non-
binding rules, codes and standards were established.  
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4.3.6. Relying on corporate responsibility to facilitate compliance 
 
Organisations are required to act ethically in relation to tax by remaining cognisant of their 
responsibilities as recognised corporate citizens (Cabezas, 2014: 187-188). A tax policy that 
adopts principles of responsible corporate governance may compensate for limitations in the 
legislative environment, such as the slow response to environmental change or the time lapse 
in enacting legislation (Bird & Davis-Nozemack, 2018: 1011). The adoption of responsible 
corporate governance principles, such as ensuring sustainable tax practices and remaining 
cognisant of the impact of tax practices on human rights, is demonstrative of a compliant tax 
policy as it ensures that organisations are able to respond adequately to changes in tax laws, 
non-binding rules, codes and standards. 
 
4.3.7. Providing for tax certainty 
 
To ensure an organisation efficiently responds to changes in tax laws, non-binding rules, codes 
and standards, a compliant tax policy may provide for the mitigation of risk created by 
uncertain tax laws by allowing it to request rulings on complex tax matters (Bird & Davis-
Nozemack, 2018: 1017). 
 
4.4 Conclusion 
 
Compliance in relation to tax policy refers to the obligation of governing bodies to design and 
implement tax policies, which ensure that organisations:  
 
 Act in accordance with tax laws as well as any relevant non-binding rules, codes and 
standards. 
 Understand tax laws, non-binding rules, codes, standards, and how these relate to each 
other and to principles of corporate governance.  
 Monitor tax laws, rules, codes and standards on a continual basis and respond to 
changes in an efficient and effective manner. 
 
The elements identified and described above ensure that tax laws, non-binding rules, codes and 
standards are compiled with, understood and monitored. 
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King IV confers an obligation on governing bodies to formulate and implement tax policies, 
which are congruent with responsible corporate citizenship, transparency and compliance. In 
the following chapter, a responsible, transparent and compliant tax policy is defined and the 
elements of such a policy are summarised.  
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CHAPTER 5: CONCLUSION 
 
5.1 Introduction 
 
Tax avoidance costs economies worldwide, including South Africa, millions of dollars. The 
most recent and ground-breaking measure introduced to curb tax avoidance, is the introduction 
of tax as a corporate governance consideration. King IV confers an obligation on governing 
bodies to design and implement tax policies that are responsible, transparent and compliant. 
King IV does not provide organisations with an understanding of responsibility, transparency 
or compliance within the realm of tax, nor does it provide guidance on the formulation of a 
responsible, transparent and compliant tax policy.  
 
This study aims to assist organisations in the design and implementation of tax policies which 
are responsible, transparent and compliant as envisaged in King IV. In order to achieve the 
desired objective, this study intends to obtain an understanding of responsibility, transparency 
and compliance in relation to tax; as well as identify elements that an organisation may include 
within its tax policy which demonstrate responsibility, transparency and compliance. 
 
The understanding of responsibility, transparency and compliance in relation to tax, was 
determined using a literature review which included simplifying and explaining the terms 
responsibility, transparency and compliance as defined in King IV. And subsequently 
expanding these definitions to confer meaning to responsibility, transparency and compliance 
within the sphere of tax.  
 
The elements that an organisation may include within its tax policy which demonstrate 
responsibility, transparency and compliance were identified using a content analysis. Data 
relevant to responsibility, transparency and compliance in relation to tax was collected and 
analysed, together with the definitions outlined previously, in order to make inferences 
regarding elements that an organisation may include within its tax policy to demonstrate that it 
is responsible, transparent and compliant. 
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5.2 Summary of research findings 
 
5.2.1. Responsible tax policy 
 
Tax within the context of corporate responsibility means that an organisation which is 
recognised as a member of society, that directly and indirectly benefits from taxes invested by 
government in the triple context in which it exists, has a reciprocal duty to act responsibly in 
relation to taxes. The elements identified and described below ensure that organisations acts 
with a duty of care in respect of taxes; and as such all or some of these elements may be 
formulated within an organisations tax policy to demonstrate responsibility:  
 
 A commitment to comply with the tax laws of each jurisdiction in which the 
organisation operates. 
 The denunciation of aggressive tax avoidance strategies. 
 Ensuring that business decisions and operations are carried out with due consideration 
of their impact on human rights. 
 Ensuring sustainable tax practices and policies. 
 The adoption of a proactive tax risk management approach, which identifies and 
mitigates against tax risks. 
 The development of a code which compels all levels within an organisation to conduct 
themselves in an ethical manner in relation to taxes. 
 Incentivising responsible conduct. 
 Holding individuals who act unethically accountable. 
 Introducing a charter which protects individuals disclosing harmful tax practices. 
 Establishing a relationship of trust with revenue authorities. 
 
5.2.2. Transparent tax policy 
 
Transparency in relation to tax means the clear and truthful disclosure of an organisation’s tax 
strategies, tax practices and tax results in a manner that enables stakeholders to measure the 
organisation against ethical tax standards. The elements identified and described below ensure 
that organisations act ethically in relation to taxes by exhibiting its willingness to pay its fair 
share of taxes and honesty regarding its tax strategies, practices and results.  
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All or some of these elements may be formulated within an organisations tax policy to 
demonstrate transparency:  
 
 The formal documentation and communication of an organisation’s tax strategies, 
practices and results in a manner which enables stakeholders to measure the 
organisation against ethical tax standards. 
 Disclosure of the organisation’s total tax contribution. 
 Disclosure of taxes borne and taxes collected by the organisation. 
 Disclosure of the effective tax rate and the reconciliation thereof to the nominal tax rate. 
 Disclosure of the organisation’s CbCR, which showcases the extent of its international 
operations and the corresponding tax obligations in each jurisdiction. 
 Disclosure of the organisation’s transfer pricing policy. 
 Disclosure of any tax rulings that affect the organisation. 
 Disclosure of the organisation’s group structure, which clearly indicates beneficial 
ownership. 
 Disclosure of any tax-related legal proceedings and penalties. 
 Disclosure of any auditor-provided tax services. 
 
5.2.3. Compliant tax policy 
 
Compliance in relation to tax refers to the obligation of governing bodies to formulate and 
implement tax policies which ensure that the organisation:  
 
 Acts in accordance with tax laws as well as any relevant non-binding rules, codes and 
standards.  
 Understands tax laws, non-binding rules, codes, standards and further, how they relate 
to each other and principles of corporate governance.  
 Continually monitors tax laws, rules, codes and standards, and responds to changes 
efficiently and effectively. 
 
The elements identified and described below ensure that tax laws, non-binding rules, codes and 
standards are compiled with, understood and monitored; and as such all or some of these 
elements may be formulated within an organisations tax policy to demonstrate compliance:  
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 An undertaking to comply with tax laws, non-binding rules, codes and standards.  
 Ensuring the employment of resources with tax knowledge and furthermore providing 
for the tax training and allowing consultation with tax specialists when necessary. 
 Ensuring the financial and reputational impact of non-compliance are considered. 
 Ensuring accountability for non-compliance with tax laws, non-binding rules, codes 
and standards. 
 Adoption of principles of responsible corporate governance to supplement gaps in 
legislation. 
 Conforming not only with the wording of tax laws, but also complying with the purpose 
for which such laws, non-binding rules, codes and standards were established. 
 Mitigating risks created by uncertain tax laws. 
 
5.3 Concluding remarks and recommendations for future studies 
 
This study provides organisations with an understanding of tax as part of an organisations 
corporate governance as required in King IV. The study defines responsibility, transparency 
and compliance in relation to tax. It further identifies and describes elements which 
organisations may include within their tax policies to demonstrate responsibility, transparency 
and compliance.  In an organisation’s endeavour to comply with the obligations conferred upon 
it by King IV to design and implement responsible, transparent and compliant tax policies, the 
organisation essentially undertakes to: 
 
 Act with a duty of care in relation to tax throughout its operations. 
 Act ethically by paying its fair share of taxes and displaying honesty regarding its tax 
strategies, practices and results. 
 Comply with and understand tax laws, non-binding rules, codes; as well as monitor for 
developments and adequately respond thereto. 
 
An organisation which incorporates tax as part of its corporate governance undertakes to act 
with a duty of care, ethically and compliantly in relation to tax. Such an organisation is highly 
unlikely to engage in harmful tax practices. The introduction of tax as a corporate governance 
consideration therefore serves to curb tax avoidance. 
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Tax within the arena of corporate governance is a novel concept. Should future studies on 
corporate governance and tax in South Africa be undertaken, a practical application of King IV 
(i.e. an analysis of tax disclosures actually made by organisations and the effect of its 
disclosures), would be intriguing to note.  
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